
FEDERAL RESERVE BANK OF DALLAS
F IS C A L  A G E N T  O F  T H E  U N IT E D  S T A T E S

Dallas, Texas, September 9, 1960

ADVANCE REFUNDING

To All Banking Institutions and Others Concerned 

in the Eleventh Federal Reserve District:

Enclosed are Treasury Department Circulars Nos. 1050, 1051, and 1052 governing the offering of 
three issues of 3V2 percent Treasury Bonds in exchange for certain outstanding bonds described below.
SECURITIES OFFERED

3 V 2 %  Treasury Bonds of 1980
3 Y 2 %  Treasury Bonds of 1990

3 V 2 %  Treasury Bonds of 1998
Full descriptions of these securities, including dates thereof, are given in the respective circulars. 

Payment is due on or before October 3, 1960.
SECURITIES ELIGIBLE FOR EXCHANGE

2 V 2 %  Treasury Bonds of 1962-67. Exchangeable only for 3^2% Treasury Bonds of 1980
2 V 2 %  Treasury Bonds of 1963-68. Exchangeable only for 3 ‘/a%  Treasury Bonds of 1990
l '/ i %  Treasury Bonds of June 15, 1964-691 Exchangeable only for
2 ’A  %  Treasury Bonds of Dec. 15, 1964-69 j  3 J/2% Treasury Bonds of 1998

LIMITATIONS

All subscriptions for the exchange of 2V2% bonds of 1962-67 for 3 J/2% bonds of 1980 will be 
allotted in full.

The Treasury has placed an outside limit of $4,500,000,000, or thereabouts, on the combined amounts 
of 3V*% bonds of 1990 and 3 V2 %  bonds of 1998 to be issued to the public. In the event the outside 
limit is exceeded, subscriptions will be subject to allotment on the same basis for both issues. In addition, 
exchange subscriptions not to exceed $550,000,000, in the aggregate, from Government Investment 
Accounts for these two issues will be allotted in full.
DOWN PAYMENTS

With respect to the 3V2% bonds of 1990 and the 3 V2 %  bonds of 1998, a down payment of not less 
than 10 percent, in the form of the bonds eligible for exchange, will be required of all subscribers, except 
those specifically exempted in Section III of the respective circulars. Down payments received by com
mercial banks from customers should be held by those banks until after allotment is made. This is 
important, since, under Treasury regulations, the return of any securities not accepted, as well as the 
submission of the securities, will be at the risk and expense of the owner.

The 2V;% Treasury Bonds of 1962-67, submitted in exchange for the 3 V2% bonds of 1980 which 
are to be allotted in full, should be forwarded to this bank with the subscriptions, at the owner’s risk and 
expense; for their own protection, the shipment should be made by registered mail, covered by insurance.

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)



SUBSCRIPTIONS HANDLED THROUGH OUT-OF-DISTRICT CORRESPONDENT BANKS

Commercial banks are urged to enter subscriptions for their own account and for account of their 
customers with the Federal Reserve bank or branch in the district in which they are located. However, 
where their maturing securities are held with correspondent banks in other districts and it is desired to 
enter subscriptions through such correspondents, subscribing banks are requested to file such instructions 
with those correspondents, listing separately by name the subscriptions for their own account and for 
each of their customers.
GENERAL INFORMATION

Enclosed also are the following documents concerning the current advance refunding:
The Treasury Department’s press release dated September 9, 1960.
Pamphlet entitled “Debt Management and Advance Refunding,” prepared by the 
Treasury Department.
Statement entitled “Questions and Answers on Advance Refunding,” prepared by 
the Treasury Department.
Subscription forms.

CLOSING OF SUBSCRIPTION BOOKS

The subscription books will be open only on September 12 through September 20, 1960, and will 
close at the close of business September 20. Subscriptions addressed to a Federal Reserve bank or branch 
or to the Treasury Department and placed in the mail before midnight, September 20, will be considered 
as having been entered before the close of the subscription books.

Yours very truly,

Watrous H. Irons
President



U. S. TREASURY DEPARTMENT 
Washington, D. C.

QUESTIONS AND ANSWERS ON ADVANCE REFUNDING OF SEPTEMBER I9601

What is advance refunding?
Advance refunding is a method of marketing United States Government securities whereby the 
holder of an outstanding bond is offered the option to exchange for a new, longer bond with a higher 
coupon interest rate, some years in advance of the maturity date on the old bond.

Who can participate in this advance refunding?
All individuals and institutions who hold $500 or more of the eligible 214 percent bonds of 1962-67, 
1963-68, or 1964-69 have an equal opportunity to exchange into the new 3^2 percent bonds.

How does an investor gain from advance refunding?
(a) He receives a higher current interest return, in consideration of his acceptance of a longer-term 

security.
(b) He acquires a security whose market yield is at least equal to, and in most instances slightly 

higher than, the yield on outstanding issues of comparable maturity.
(c) He earns a rate of return over the life of the new security only equaled, if he does not exchange, 

by reinvesting at maturity of the old security at market rates higher than currently prevail.
(d) He avoids an immediate book loss for tax purposes, and if nontaxable is not required in most 

instances to take a book loss.
Why does the Treasury want to offer an advance refunding?

(a) To achieve a better balanced maturity structure o f the public debt, through a significant amount 
of debt extension.

(b) To retain its customers for long-term securities.
(c) To reduce its dependence on inflationary borrowing from commercial banks.
(d) To reduce the size and frequency of Treasury refunding operations.
(e) To attain these objectives at lower costs relative to alternative methods of financing.

How does advance refunding help the economy?
(a) It minimizes the adverse market impact of debt extension such as occurs in the case of com

parable cash offerings.
(b) It avoids the absorption of new long-term funds in cash offerings and consequently does not 

interfere with the flow of new savings into the private sector of the economy.
(c) It improves the functioning of the financial markets by contributing to an improved maturity 

structure of the public debt.
(d) It helps to minimize future inflationary pressures by holding down the potential increase of 

highly liquid short-term debt.
(e) It lessens the interference of Treasury financing with effective monetary policy actions.

Why is the Treasury undertaking advance refunding now?
Successful advance refunding requires market conditions in which investors are willing to extend 
debt, and in which the cost of the extension to the Treasury does not exceed the statutory interest 
rate limitation of 414 percent. Both of these conditions now exist.

How does this financing differ from earlier advance refunding?
This is the Treasury’s first attempt to encourage investors in intermediate term marketable bonds 
to exchange for longer-term marketable issues. The advance refunding of longer-term bonds in 1951 
was to reduce a critical market overhang of long-term bonds as a part of the Treasury-Federal

1 A detailed discussion of the principles and objectives of advance refunding is available in the pamphlet, Debt Manage
ment and Advance Refunding, which may be obtained on request to any Federal Reserve Bank or the U. S. Treasury 
Department, Washington 25, D. C.



Reserve Accord. The refunded bends were selling close to par, however, so that the problem of 
recognition of loss was not important. The 1951 exchange also involved a new nonmarketable rather 
than marketable bond.
The Treasury’s advance refunding in June 1960 was primarily to reduce the heavy concentration of 
maturities in November 1961. Most of the $4.2 billion of bonds that were refunded in advance were 
shifted to a 4-year maturity, not to long-term. Because of the interest rate limitation, the 8-year bond 
could not be made sufficiently attractive under then existing market conditions.

Doesn’t this advance refunding increase the cost to the Treasury of servicing the debt?
Obviously the difference between the present 2U? percent interest rate and the 31/2 percent rate on 
the new issues represents increased cost to the Treasury in the early years. This is offset by rates 
of interest in the later years which are lower than would have to be paid currently on a cash offering 
of the same maturity —  assuming interest rates are substantially the same at the maturity of the 
presently outstanding issue. Stated another way, if the Treasury were to sell the same amount of 
comparable long-term bonds for cash, it would have to pay a rate much higher than 31/2 percent and 
considerably higher than the current market yield for comparable long-term Treasury bonds.
Viewed from this standpoint, advance refunding does not increase the cost of properly managing 
the public debt and more likely reduces the cost over a period of years. Neither does this take 
account of the intangible benefits that accrue to the Treasury and the economy as a whole, and 
which in dollar terms cannot be evaluated.

Since the greatest congestion of maturities of the marketable public debt is in the area between one 
and five years, why doesn’t the Treasury give priority to an advance refunding from that area into 
the intermediate area (5 to 10 years)?

While it is true that the long-run objective of advance refunding is to relieve congestion in the 1- 
to 5-year area, the Treasury believes this can best be accomplished in phases, with “ senior” advance 
refunding coming first, followed at some future time by “ junior”  advance refunding.
There are two reasons for this approach. First, Treasury ownership studies indicate that long-term 
investors have been liquidating their holdings of the 2V% percent bonds issued during World War II. 
This shift in ownership will probably accelerate as the bonds move closer to maturity. Thus the 
longer the Treasury delayed a “ senior”  advance refunding, the greater the shift of ownership that 
would occur with less likelihood of a significant volume of exchanges into long-term securities. It 
should also be noted that the character of ownership in the 1- to 5-year area will probably not change 
materially with the passage o f time.
Second, the shift of a significant amount of “ intermediates”  into “ longs” will provide additional 
space in the intermediate (5- to 10-year) area, thus facilitating future “ junior”  advance refundings 
and cash offerings some time in the future.

If advance refunding is desirable, why limit the amount of exchanges?
No one can predict what interest rates will be in the years ahead, but there will, of course, be sub
stantial variations. Therefore, it would seem preferable to undertake only a moderate part of the 
program now with the possibilty of additional amounts in future years in order to strike a fair 
average of interest rates. Further, even an exchange offer of this type does cause some market and 
economic impact, and the greater the amount involved, the greater the impact.

Does this mean that the holders of these same specific 2'/2 percent bonds will be offered another oppor
tunity to exchange in the near future?

It is highly unlikely that the Treasury will offer the holders of these same securities a similar type 
of exchange within any reasonable period of time.



UNITED STATES OF AMERICA
THREE A N D  ONE-HALF PERCENT TREASURY BONDS OF 1990

Dated February 14, 1958, with interest from October 3, 1960 Due February 15, 1990

Interest payable February 15 and August 15

AD D IT IO NAL ISSUE

I9 6 0
Department Circular No. 1051 TREASU RY DEPARTM ENT

----------  Office of the Secretary
Fiscal Service Washington, September 12, 1960

Bureau of the Public Debt

I. OFFERING  OF BONDS

1. The Secretary of the Treasury, pursuant to the authority of the Second Liberty Bond Act, as 
amended, invites subscriptions, at par and accrued interest, from the people of the United States for bonds 
of the United States, designated 3 x/2 percent Treasury Bonds of 1990, in exchange for 2Vz percent Treasury 
Bonds of 1963-68, dated December 1, 1942, due December 15, 1968. Exchanges will be made at par with 
an adjustment of interest as provided in Section IV hereof. Subscriptions to the offering under this circu
lar and the offering of 3V2 percent Treasury Bonds of 1998 under Department Circular No. 1052, issued 
simultaneously with this circular are invited up to a combined amount not to exceed $4,500,000,000 or 
thereabouts. In addition to the amount offered for public subscription, the Secretary of the Treasury re
serves the right to issue in exchange to Government Investment Accounts an aggregate amount not to 
exceed $550,000,000 of the bonds offered hereunder and the bonds offered simultaneously under Depart
ment Circular No. 1052. The books will be open only on September 12, through September 20, 1960, for 
the receipt of subscriptions for this issue.

2. Nonrecognition of ga in  or loss for Federal income tax purposes.— Pursuant to the provisions of 
section 1037 (a ) of the Internal Revenue Code of 1954 as added by Public Law 86-346 (approved Sep
tember 22, 1959), the Secretary of the Treasury hereby declares that no gain or loss shall be recognized 
for Federal income tax purposes upon the exchange with the United States of the 2 V2 percent Treasury 
Bonds of 1963-68, due December 15, 1968, solely for the 3V2 percent Treasury Bonds of 1990. Gain or 
loss, if any, upon the obligations surrendered in exchange will be taken into account upon the disposition or 
redemption of the new obligations.

II. DESCRIPTION OF BONDS

1. The bonds now offered will be an addition to and will form a part of the series of 3Vz percent 
Treasury Bonds of 1990 issued pursuant to Department Circular No. 1005, dated February 3, 1958, will 
be freely interchangeable therewith, and are identical in all respects therewith except that interest on the 
bonds to be issued under this circular will accrue from October 3, 1960. Subject to the provision for the 
accrual of interest from October 3, 1960, on the bonds now offered, the bonds are described in the following 
quotation from Department Circular No. 1005:

“ 1. The bonds will be dated February 14, 1958, and will bear interest from that date at the 
rate of 3V2 percent per annum, payable on a semiannual basis on August 15, 1958, and thereafter 
on February 15 and August 15 in each year until the principal amount becomes payable. They will 
mature February 15, 1990, and will not be subject to call for redemption prior to maturity.

“2. The income derived from the bonds is subject to all taxes imposed under the Internal 
Revenue Code of 1954. The bonds are subject to estate, inheritance, gift or other excise taxes, 
whether Federal or State, but are exempt from all taxation now or hereafter imposed on the 
principal or interest thereof by any State, or any of the possessions of the United States, or by any 
local taxing authority.

“3. The bonds will be acceptable to secure deposits of public moneys.
“4. Bearer bonds with interest coupons attached, and bonds registered as to principal and 

interest, will be issued in denominations of $500, $1,000, $5,000, $10,000, $100,000 and 
$1,000,000. Provision will be made for the interchange of bonds of different denominations and 
of coupon and registered bonds, and for the transfer of registered bonds, under rules and regula
tions prescribed by the Secretary of the Treasury.



“5. Any bonds issued hereunder which upon the death of the owner constitute part of his 
estate, will be redeemed at the option of the duly constituted representatives of the deceased 
owner’s estate, at par and accrued interest to date of payment, provided:

(a ) that the bonds were actually owned by the decedent at the time of his death; 
and

(b ) that the Secretary of the Treasury be authorized to apply the entire proceeds of redemp
tion to the payment of Federal estate taxes.

Registered bonds submitted for redemption hereunder must be duly assigned to “The Secretary 
of the Treasury for redemption, the proceeds to be paid to the District Director of Internal Reve
nue at_______________ for credit on Federal estate taxes due from estate of__________________ ”
Owing to the periodic closing of the transfer books and the impossibility of stopping payment of 
interest to the registered owner during the closed period, registered bonds received after the clos
ing of the books for payment during such closed period will be paid only at par with a deduc
tion of interest from the date of payment to the next interest payment date;2 bonds received during 
the closed period for payment at a date after the books reopen will be paid at par plus accrued 
interest from the reopening of the books to the date of payment. In either case checks for the full 
six months’ interest due on the last day of the closed period will be forwarded to the owner in due 
course. All bonds submitted must be accompanied by Form PD 1782,3 properly completed, signed 
and certified, and by proof of the representatives’ authority in the form of a court certificate or a 
certified copy of the representatives’ letters of appointment issued by the court. The certificate, or 
the certification to the letters, must be under the seal of the court, and except in the case of a 
corporate representative, must contain a statement that the appointment is in full force and be 
dated within six months prior to the submission of the bonds, unless the certificate or letters show 
that the appointment was made within one year immediately prior to such submission. Upon 
payment of the bonds appropriate memorandum receipt will be forwarded to the representatives, 
which will be followed in due course by formal receipt from the District Director of Internal 
Revenue.

“6. The bonds will be subject to the general regulations of the Treasury Department, now 
or hereafter prescribed, governing United States bonds.”

III. SUBSCRIPTION A N D  ALLOTMENT

1. Subscriptions will be received at the Federal Reserve Banks and Branches and at the Office of 
the Treasurer of the United States, Washington, D. C. Only the Federal Reserve Banks and the Treasury 
Department are authorized to act as official agencies. Banking institutions generally may submit sub
scriptions for account of customers. Subscriptions from banking institutions for their own account, Federally 
insured savings and loan associations, States, political subdivisions or instrumentalities thereof, public pen
sion and retirement and other public funds, international organizations in which the United States holds 
membership, foreign central banks and foreign States, Federal Reserve Banks, and Government Investment 
Accounts will be received without deposit. Subscriptions from all others must be accompanied by the 
deposit of 2Vz percent Treasury Bonds of 1963-68, due December 15, 1968, in the face amount of not 
less than 10 percent of the amount of bonds applied for, not subject to withdrawal until after allotment. 
Registered bonds submitted as deposits should not be assigned. After allotment detached assignment forms 
may be used as provided in Section V hereof.

2. The Secretary of the Treasury reserves the right to reject or reduce any subscription, to allot 
less than the amount of bonds applied for, and to make different percentage allotments to various classes 
of subscribers; and any action he may take in these respects shall be final. The basis of the allotment 
will be publicly announced, and allotment notices will be sent out promptly upon allotment.

IV. PAYM ENT

1. Payment at par for bonds allotted hereunder must be made on or before October 3, 1960, or on 
later allotment, and may be made only in 2Vz percent Treasury Bonds of 1963-68, due December 15, 
1968, which will be accepted at par. Coupons dated December 15, 1960, and all subsequent coupons, 
must be attached to the bonds in coupon form when surrendered. Accrued interest from June 15, 1960, to 
October 3, 1960 ($7.51366 per $1,000) on the bonds surrendered will be credited, and accrued interest

'A n  exact half-year’s interest is computed for each full half-year period irrespective of the actual number of days in the half 
year. For a fractional part of any half year, computation is on the basis of the actual number of days in such half year.
2The transfer books are closed from January 16 to February 15, and from July 16 to August 15 (both dates inclusive) in each year. 
3Copies of Form PD 1782 may be obtained from any Federal Reserve Bank or from the Treasury Department, Washington, D. C.



from August 15, 1960, to October 3, 1960 ($4.66033 per $1,000) on the bonds to be issued will be charged, 
and the difference ($2.85333 per $1,000) will be paid subscribers, in the case of bearer bonds following 
their acceptance, and in the case of registered bonds following discharge of registration. In the case of 
registered bonds, the payment will be made by check drawn in accordance with the assignments on the 
bonds surrendered, or by credit in any account maintained by a banking institution with the Federal 
Reserve Bank of its District.

V. ASS IG N M EN T  OF REGISTERED BONDS

1. After allotment the 2 Vi percent Treasury bonds of 1963-68 in registered form tendered in payment 
for bonds offered hereunder should be assigned by the registered payees or assignees thereof, in accordance 
with the general regulations of the Treasury Department governing assignments for transfer or exchange, 
in one of the forms hereafter set forth, and thereafter should be surrendered to a Federal Reserve Bank 
or Branch or to the Office of the Treasurer of the United States, Washington, D. C. If the new bonds are 
desired registered in the same name as the bonds surrendered in exchange, the assignment should be to 
“The Secretary of the Treasury for exchange for 3 Vi percent Treasury Bonds of 1990”; if the new bonds 
are desired registered in another name, the assignment should be to “The Secretary of the Treasury for
exchange for 3Vi percent Treasury Bonds of 1990 in the name of________________if new bonds in coupon
form are desired, the assignment should be to “The Secretary of the Treasury for exchange for 3 Vi percent
Treasury Bonds of 1990 in coupon form to be delivered to__________________ ." Detached assignment forms
may be used for the convenience of subscribers.

VI. GENERAL PROVISIONS

1. As fiscal agents of the United States, Federal Reserve Banks are authorized and requested to 
receive subscriptions, to make allotments on the basis and up to the amounts indicated by the Secretary 
of the Treasury to the Federal Reserve Banks of the respective Districts, to issue allotment notices, to 
receive payment for bonds allotted, to make delivery of bonds on full-paid subscriptions allotted, and they 
may issue interim receipts pending delivery of the definitive bonds.

2. The Secretary of the Treasury may at any time, or from time to time, prescribe supplemental or 
amendatory rules and regulations governing the offering, which will be communicated promptly to the 
Federal Reserve Banks.

JULIAN B. BAIRD,
Acting Secretary of the Treasury.



U. S. TREASURY DEPARTMENT 
Washington, D. C.

IMMEDIATE RELEASE, 
Friday, September 9, 1960

ADVANCE REFUNDING OFFER
The U. S. Treasury oilers the holders of four issues of outstanding 2 ^ %  Treasury Bonds which were 

issued during the war-loan drives in 1942 and 1943, and which mature from June 15, 1967, through December 
15, 1969, three issues of 3 !/2 % long-term bonds (including additional 3% %  bonds due February 15, 1990; 
originally issued on February 14, 1958) in exchange, on mutually advantageous terms to the holder and the 
Treasury.

Advance refunding is an important technique in the marketing of U. S. Government securities involving 
the following significant advantages.*

The investor gains an immediate increase in interest return, in consideration of his acceptance of a longer- 
term security; avoids any immediate book loss for tax purposes and, if nontaxable, in most instances is not 
required to take a book loss; acquires a security whose market yield is at least equal to, and in most cases 
slightly higher than, that on outstanding issues of comparable maturity, and earns a rate of return over the 
life of the new security only equalled, if he does not exchange, by reinvesting at maturity of the old security 
at higher than present market yields.

The economy benefits because a minimum of new long term investment funds are absorbed; the adverse 
market impact of debt extension is lessened; the functioning of the market is improved; and potential infla
tionary pressures are reduced.

The U. S. Treasury achieves substantial improvement in the present unbalanced maturity structure of the 
public debt; reduces its dependence on inflationary bank borrowing; retains its customers for long-term 
securities; and holds down its long-run cost of managing the public debt.

Terms and Conditions o f the Advance Refunding Offer 
1. To all holders owning $500, or more, of the following outstanding Treasury bonds:

Remaining Term Amount
Description of Bonds Issue Date Maturity Date to Maturity Outstanding

(Yrs.— Mos.) (in billions)
21/2% —  of 1962-67 May 5,1942 June 15, 1967 6 — 8I/2 $2.1
2i/2% —  of 1963-68 Dec. 1, 1942 Dec. 15, 1968 8 — 21/2 2.8
21/2% —  of 6/15/64-69 Apr. 15, 1943 June 15, 1969 8 — 8I/2 3.7
21/ 2% —  of 12/15/64-69 Sept. 15,1943 Dec. 15, 1969 9 — 21/2 3.8
New bonds to be issued:

Interest Interest
Description Issue Date Maturity Date Starts1 Payable

31/2% bonds of 1980 Oct. 3,1960 Nov. 15, 1980 Oct. 3, 1960 May 15 and Nov. 15
31/2% bonds of 1990 Feb. 14, 19582 Feb. 15, 1990 Oct. 3, 1960 Feb. 15 and Aug. 15
3Y2 % bonds of 1998 Oct. 3,1960 Nov. 15, 1998 Oct. 3, 1960 May 15 and Nov. 15

3. Terms of the exchange:
Exchanges will be made on the basis of par for par in multiples of $500, and with adjustments of accrued 
interest to October 3, 1960.

Accrued Interest Extension of Maturity
Payable to Inves-

Outstanding Exchangeable tor (per $100 Yrs. - Mos. Investment
2/2 % Bonds Only for face amount) Return3

June 15,1962-67 31/2% of Nov. 15, 1980 $.751 13--  5 4.23%
Dec. 15, 1963-68 31/2% of Feb. 15, 1990 .2854 21--  2 4.17
June 15. 1964-691 
Dec. 15, 1964-69 1 31/2% of Nov. 15, 1998 .751 29 -

28 -
-  5 
- 1 1

4.09
4.14

*A detailed discussion of the principles and objectives of advance refunding is available in the pamphlet Debt Management and 
Advance Refunding, which may be obtained on request to any Federal Reserve Bank or the U. S. Treasury Department, 
Washington 25, D. C.
1 Interest on the 2%% bonds surrendered stops on Oct. 3, 1960.
2 Additional to $1,726,561,000 outstanding bonds of this issue which were originally issued Feb. 14, 1958.
3 To nontaxable holder, and assuming 214% to maturity of outstanding bond. This is also interest cost of the extension to the 

Treasury. For complete explanation see section 11 below.
4 Net after deducting $.466 payable by investor to the Treasury for accrued interest from Aug. 15, 1960, to Oct. 3, 1960, on 3 Ms % 

bond of 1990.



4. Limitation on amount of new bonds to be issued:
All subscriptions to exchange 21/4% bonds of 1962-67 for 3V4% bonds of 1980 will be allotted in full.
While there is no precedent which would indicate the extent of investor acceptance, the Treasury is 
placing an outside limit of $4.5 billion, or thereabouts, on the combined amounts of 3% %  bonds of 1990 
and 31/ 2% bonds of 1998 to be issued to the public.
In the event the outside limit is exceeded, subscriptions will be subject to allotment on the same basis for 
both issues. In addition, exchange subscriptions not to exceed $550,000,000, in the aggregate, from Gov
ernment Investment Accounts to these two issues will be allotted in full.

5. Books open for subscriptions for the new bonds:
Books will be open for subscriptions from September 12 through September 20, 1960. Subscriptions 
accompanied by eligible 2%  % bonds and placed in the mail by midnight September 20, 1960, addressed to 
Treasurer, U. S., Washington 25, D. C., or any Federal Reserve Bank or Branch will be accepted. The use 
o f registered mail is recommended for bondholders’ protection.

6. Requirements applicable to subscriptions:
Subscriptions will be received at the Federal Reserve Banks and Branches and at the Office of the Treasurer 
of the United States, Washington, D. C. Banking institutions generally may submit subscriptions for 
account of customers.
Subscriptions from banking institutions for their own account, Federally-insured savings and loan asso
ciations, States, political subdivisions or instrumentalities thereof, public pension and retirement and 
other public funds, international organizations in which the United States holds membership, foreign 
central banks and foreign States, Federal Reserve Banks, and Government Investment Accounts will be 
received without deposit. Subscriptions from all others must be accompanied by deposit of eligible bonds 
in an amount equal to 10% of the bonds applied for.

7. Denominations and other characteristics of new bonds:
$500, $1,000, $5,000, $10,000, $100,000, and $1,000,000 in coupon and registered forms.
They will be acceptable to secure deposits of public moneys.

8. Nonrecognition of gain or loss for Federal income tax purposes:
Pursuant to the provisions of section 1037(a) o f the Internal Revenue Code o f 1954 as added by Public 
Law 86-346 (approved Sept. 22, 1959) the Secretary of the Treasury has declared that no gain or loss shall 
be recognized for Federal income tax purposes upon the exchange of the eligible 21/4% bonds solely for 
the new 31/4% bonds. For tax purposes, therefore, the investor will carry the new 31/2% bonds on his 
books at the same amount as he now is carrying the eligible 21/4 % bonds. Gain or loss, if any, upon the obli
gations surrendered in exchange will be taken into account upon the disposition or redemption o f the new 
bonds.

9. Federal estate tax option in new bonds:
The option to redeem the eligible 21/2% bonds at par and accrued interest prior to maturity for the purpose 
of using the proceeds in payment- of Federal estate taxes (if the bonds were owned by the deceased at the 
time of his death) is also applicable to the new 31/4 % bonds issued in exchange.

10. Book value of new bonds to banking institutions:
The Comptroller of the Currency, Board of Governors of the Federal Reserve System, and the Federal 
Deposit Insurance Corporation have indicated to the Treasury their intent to notify banks under their 
supervision that they may place the new 314% bonds received in exchange on their books at an amount 
not greater than the amount at which the 214% bonds surrendered by them are carried on their books.

11. Computation of investment return for the extension of maturity:
A holder of the outstanding 21/4% bonds has the option of accepting the Treasury’s exchange offer or of 
holding the 21/4 % bonds to maturity. Consequently, he can compare his return resulting from exchanging 
now with the return that he might obtain by reinvesting the proceeds of the 214s at maturity.
The return for making the extension now through exchange will be the coupon rate on the new issue. If 
a nontaxable holder of the 214 % bonds does not make the exchange, he would receive only 21/4 % to their ma
turity and would have to reinvest at that time at a somewhat higher rate than the present market rate for a 
comparable maturity to do as well as he would by accepting the exchange offer. For example, if the 21/4% 
bonds of December 15, 1964-69, are exchanged for the new 31/4% 38-year bonds, the rate for the entire 
38 years will be 31/4%. If the exchange is not made, a 214% rate will be received until December 1969 
requiring reinvestment of the proceeds of the 2i/2s at that time at a rate of at least 4.14% for the remainder



of the 38 years, all at compound interest, to average out to a 3 ^ %  rate for 38 years. This minimum rein
vestment rate for the extension period is shown in the table under section 12 and is the investment return 
for the extension period if the exchange is made now. The minimum reinvestment rates for the other 
issues included in the exchange are also shown in the table under section 12.

12. Investment return on the 3 ^  % bonds offered in exchange, to the holders of the eligible 2Yi % bonds:
Eligible 2V=>% bond ____________ June 15, Dec. 15, June 15, Dec. 15,

1962-67 1963-68 1964-69 1964-69
SVo% bond offered in exchange __Nov. 15, Feb. 15, Nov. 15,

1980 1990 1998
Approximate investment return:

From issued date (Oct. 3, 19fi0) to maturity1 .. 3.92% 3.96% 3.97% 3.99%
For the extension o f maturity2

Nontaxable holder (or before t.ax) 4.23 4.17 4.09 4.14
Taxable holder; equivalent rate8 if cost (book

value) of 2i/2% bond (per $ face value) is:
024 . 4.08 3.99 3.90 3.93

inn 4.11 4.02 3.93 3.96
98 4.13 4.04 3.95 3.98
9G 4.15 4.06 3.97 4.00
94 . ___ 4.17 4.08 3.99 4.02
92 _  . .. . 4.19 4.10 4.01 4.04
99 4.21 4.12 4.03 4.06
88 4.23 4.14 4.05 4.08
86 4.25 4.16 4.07 4.10
84 4.27 4.18 4.09 4.12
82 4.29 4.20 4.11 4.14

1 Yield to a nontaxable holder, or before tax. Based on mean of bid and ask prices of eligible 2% % bond at noon on September 8,1960.
2 For explanation see paragraph 11 above.
3 Rate of return during extension which, combined with 2%% until maturity of eligible 2Vz% bond, would provide the same return as 
the appropriate 3%% bond for its full term after tax (on basis of 52% tax on ordinary income and 25% tax on long-term capital 
gain at maturity of 3%% bond). To obtain approximate equivalent rates between those for book values shown, interpolation may be 
applied.
4Holders with book cost above par are assumed to be amortizing any premium to par at maturity or call date.



UNITED STATES OF AM ERICA

THREE A N D  ONE-HALF PERCENT TREASURY BONDS OF 1980

Dated and bearing interest from October 3, 1960

Interest Payable M a y  15 and November 15

Due November 15, 1980

I9 6 0
Deparlment Circular No. 1050

Fi sca l  Se rv ic e
Bureau cf the Public Dehl

T R E A S U R Y  D E P A R T M E N T  
Office o f the Secretary 

W ashington, S eptem ber 12, 1960

I. OFFERING  OF BONDS

1. The Secretary of the Treasury, pursuant to the authority of the Second Liberty Bond Act, as amended, invites sub
scriptions, at par, from the people of the United States for bonds of the United States, designated 3 V2 percent Treasury Bonds 
of 1980, in exchange for 2 V2 percent Treasury Bonds of 1962-67, dated May 5, 1942, due June 15, 1967, in amounts of 
$500 or multiples thereof. Exchanges will be made at par with an adjustment of interest as of October 3, 1960, as set 
forth in Section IV hereof. The amount of the offering under this circular will be limited to the amount of the eligible 
bonds tendered in exchange and accepted. The books will be open only on September 12 through September 20, 1960, 
for the receipt of subscriptions for this issue.

2. Nonrecognition of gain or loss for Federal income tax purposes. —  Pursuant to the provisions of section 1037 (a) 
of the Internal Revenue Code of 1954 as added by Public Law 86-346 (approved September 22, 1959), the Secretary of the 
Treasury hereby declares that no gain or loss shall be recognized for Federal income tax purposes upon the exchange with 
the United States of the 2 V2 percent Treasury Bonds of 1962-67, due June 15, 1967, solely for the 3V2 percent Treasury Bonds 
of 1980. Gain or loss, if any, upon the obligations surrendered in exchange will be taken into account upon the disposition or 
redemption of the new obligations.

II. DESCRIPTION OF BONDS

1. The bonds will be dated October 3, 1960, and will bear interest from that date at the rate of 3 V2 percent per annum, 
payable on a semiannual basis on May 15 and November 15, 1961, and thereafter on May 15 and November 15 in each year 
until the principal amount becomes payable. They will mature November 15, 1980, and will not be subject to call for redemp
tion prior to maturity.

2. The income derived from the bonds is subject to all taxes imposed under the Internal Revenue Code of 1954. The 
bonds are subject to estate, inheritance, gift or other excise taxes, whether Federal or State, but are exempt from all taxation 
now or hereafter imposed on the principal or interest thereof by any State, or any of the possessions of the United States, or 
by any local taxing authority.

3. The bonds will be acceptable to secure deposits of public moneys.
4. Bearer bonds with interest coupons attached, and bonds registered as to principal and interest, will be issued in 

denominations of $500, $1,000, $5,000, $10,000, $100,000 and $1,000,000. Provision will be made for the interchange of 
bonds of different denominations and of coupon and registered bonds, and for the transfer of registered bonds, under rules 
and regulations prescribed by the Secretary of the Treasury.

5. Any bonds issued hereunder which upon the death of the owner constitute part of his estate, will be redeemed at the 
option of the duly constituted representatives of the deceased owner’s estate, at par and accrued interest to date of payment,1 
provided:

(a ) that the bonds were actually owned by the decedent at the time of his death; 
and

(b ) that the Secretary of the Treasury be authorized to apply the entire proceeds of redemption to the payment of 
Federal estate taxes.

Registered bonds submitted for redemption hereunder must be duly assigned to “The Secretary of the Treasury for redemp
tion, the proceeds to be paid to the District Director of Internal Revenue at... ......... ................... for credit on Federal estate
taxes due from estate of____________________ ” Owing to the periodic closing of the transfer books and the impossibility of
stopping payment of interest to the registered owner during the closed period, registered bonds received after the closing of 
the books for payment during such closed period will be paid only at par with a deduction of interest from the date of pay
ment to the next interest payment date;1 2 bonds received during the closed period for payment at a date after the books reopen 
will be paid at par plus accrued interest from the reopening of the books to the date of payment. In either case checks for the 
full six months’ interest due on the last day of the closed period will be forwarded to the owner in due course. All bonds sub-

1An exact half-year’s interest is computed for each full half-year period irrespective of the actual number of days in the half year. For a fractional 
part of any half year, computation is on the basis of the actual number of days in such half year.
2The transfer books are closed from April 16 »o May 15, and from October 16 to November 15 (both dates inclusive) in each year.



mitted must be accompanied by Form PD 1782,3 properly completed, signed and certified, and by proof of the representa
tives’ authority in the form of a court certificate or a certified copy of the representatives’ letters of appointment issued by the 
court. The certificate, or the certification to the letters, must be under the seal of the court, and except in the case of a corpo
rate representative, must contain a statement that the appointment is in full force and be dated within six months prior to the 
submission of the bonds, unless the certificate or letters show that the appointment was made within one year immediately 
prior to such submission. Upon payment of the bonds appropriate memorandum receipt will be forwarded to the represen
tatives, which will be followed in due course by formal receipt from the District Director of Internal Revenue.

6. The bonds will be subject to the general regulations of the Treasury Department, now or hereafter prescribed, 
governing United States bonds.

III. SUBSCRIPTION A N D  ALLOTMENT

1. Subscriptions will be received at the Federal Reserve Banks and Branches and at the Office of the Treasurer of 
the United States, Washington, D. C. Banking institutions generally may submit subscriptions for account of customers, but 
only the Federal Reserve Banks and the Treasury Department are authorized to act as official agencies.

2. The Secretary of the Treasury reserves the right to reject or reduce any subscription, to allot less than the amount of 
bonds applied for; and any action he may take in these respects shall be final. Subject to these reservations, all subscriptions 
will be allotted in full. Allotment notices will be sent out promptly upon allotment.

IV. PAYM ENT

1. Payment at par for bonds allotted hereunder must be made on or before October 3, 1960, or on later allotment, and 
may be made only in 2 Vi percent Treasury Bonds of 1962-67, due June 15, 1967, which will be accepted at par, and should 
accompany the subscription. Coupons dated December 15, 1960, and all subsequent coupons, must be attached to the bonds 
in coupon form when surrendered. Accrued interest from June 15, 1960, to October 3, 1960 ($7.51366 per $1,000) will be 
paid subscribers, in the case of bearer bonds following their acceptance, and in the case of registered bonds following discharge 
of registration. In the case of registered bonds, the accrued interest will be paid by check drawn in accordance with the assign
ments on the bonds surrendered, or by credit in any account maintained by a banking institution with the Federal Reserve 
Bank of its District.

V. ASS IG N M EN T  OF REGISTERED BONDS

1. Treasury Bonds of 1962-67 in registered form tendered in payment for bonds offered hereunder should be assigned 
by the registered payees or assignees thereof, in accordance with the general regulations of the Treasury Department govern
ing assignments for transfer or exchange, in one of the forms hereafter set forth, and thereafter should be surrendered to a 
Federal Reserve Bank or Branch or to the Office of the Treasurer of the United States, Washington, D. C. If the new bonds 
are desired registered in the same name as the bonds surrendered in exchange, the assignment should be to “The Secretary 
of the Treasury for exchange for 3 V2 percent Treasury Bonds of 1980”; if the new bonds are desired registered in another 
name, the assignment should be to “The Secretary of the Treasury for exchange for 3 V2 percent Treasury Bonds of 1980 in 
the name of ____________________ if new bonds in coupon form are desired, the assignment should be to “The Secre
tary of the Treasury for exchange for 3 x/2 percent Treasury Bonds of 1980 in coupon form to be delivered to____________

VI. GENERAL PROVISIONS

1. As fiscal agents of the United States, Federal Reserve Banks are authorized and requested to receive subscriptions, 
to make allotments on the basis and up to the amounts indicated by the Secretary of the Treasury to the Federal Reserve 
Banks of the respective Districts, to issue allotment notices, to receive payment for bonds allotted, to make delivery of bonds 
on full-paid subscriptions allotted, and they may issue interim receipts pending delivery of the definitive bonds.

2. The Secretary of the Treasury may at any time, or from time to time, prescribe supplemental or amendatory rules 
and regulations governing the offering, which will be communicated promptly to the Federal Reserve Banks.

JULIAN B. BAIRD,
Acting Secretary of the Treasury.

3Copies of Form PD 1782 may be obtained from any Federal Reserve Bank or from the Treasury Department, Washington, D. C.



UNITED STATES OF AM ERICA

THREE A N D  ONE-HALF PERCENT TREASURY BONDS OF 1993

Dated and bearing interest from October 3, 1960 Due November 15, 1993

Interest payable M a y  15 and November 15

I9 6 0
Department Circular No. 1052 T R E A S U R Y  D E P A R T M E N T

------------ Office o f the Secretary
Fiscal Service W ashington, S eptem ber 12, 1960

Bureau of the Public Debt

I. OFFERING OF BONDS

1. The Secretary of the Treasury, pursuant to the authority of the Second Liberty Bond Act, as amended, invites sub
scriptions, at par, from the people of the United States for bonds of the United States, designated 3 V2 percent Treasury Bonds 
of 1998, in exchange for:

2 Vi percent Treasury Bonds of 1964-69, dated April 15, 1943, due June 15, 1969

2 ’/i percent Treasury Bonds of 1964-69, dcted September 15, 1943, due December 15, 1969

Exchanges will be made at par with an adjustment of interest as provided in Section IV hereof. Subscriptions to the offering 
under this circular and the offering of 3 V2 percent Treasury Bonds of 1990 under Department Circular No. 1051, issued 
simultaneously with this circular are invited up to a combined amount not to exceed $4,500,000,000 or thereabouts. If subscrip
tions exceed this amount they will be subject to allotment on the same basis for each of the two issues. In addition to the 
amount offered for public subscription, the Secretary of the Treasury reserves the right to issue in exchange to Government 
Investment Accounts an aggregate amount not to exceed $550,000,000 of the bonds offered hereunder and the bonds offered 
simultaneously under Department Circular No. 1051. The books will be open only on September 12 through September 20, 
for the receipt of subscriptions for this issue.

2. Nonrecognition of gain or loss for Federal income tax purposes. —  Pursuant to the provisions of section 1037 (a) 
of the Internal Revenue Code of 1954 as added by Public Law 86-346 (approved September 22, 1959), the Secretary of the 
Treasury hereby declares that no gain or loss shall be recognized for Federal income tax purposes upon the exchange with the 
United States of the two eligible issues of 2 V2 percent bonds enumerated in paragraph one of this section solely for the 3 V2 
percent Treasury Bonds of 1998. Gain or loss, if any, upon the obligations surrendered in exchange will be taken into account 
upon the disposition or redemption of the new obligations.

II. DESCRIPTION OF BONDS

1. The bonds will be dated October 3, 1960, and will bear interest from that date at the rate of 3Vi percent per annum, 
payable on a semiannual basis on May 15 and November 15, 1961, and thereafter on May 15 and November 15 in each year 
until the principal amount becomes payable. They will mature November 15, 1998, and will not be subject to call for redemp
tion prior to maturity.

2. The income derived from the bonds is subject to all taxes imposed under the Internal Revenue Code of 1954. The 
bonds are subject to estate, inheritance, gift or other excise taxes, whether Federal or State, but are exempt from all taxation 
now or hereafter imposed on the principal or interest thereof by any State, or any of the possessions of the United States, or by 
any local taxing authority.

3. The bonds will be acceptable to secure deposits of public moneys.
4. Bearer bonds with interest coupons attached, and bonds registered as to principal and interest, will be issued in 

denominations of $500, $1,000, $5,000, $10,000, $100,000 and $1,000,000,000. Provision will be made for the interchange 
of bonds of different denominations and of coupon and registered bonds, and for the transfer of registered bonds, under rules 
and regulations prescribed by the Secretary of the Treasury.

5. Any bonds issued hereunder which upon the death of the owner constitute part of his estate, will be redeemed at the 
option of the duly constituted representatives of the deceased owner’s estate, at par and accrued interest to date of payment,1 
provided:

(a ) that the bonds were actually owned by the decedent at the time of his death; and
(b ) that the Secretary of the Treasury be authorized to apply the entire proceeds of redemption to the payment of 

Federal estate taxes.
Registered bonds submitted for redemption hereunder must be duly assigned to “The Secretary of the Treasury for redemp
tion, the proceeds to be paid to the District Director of Internal Revenue at---------------------------for credit on Federal estate
taxes due from estate of____________________ ” Owing to the periodic closing of the transfer books and the impossibility of
stopping payment of interest to the registered owner during the closed period, registered bonds received after the closing of

1An exact half-year’s interest is computed for each full half-year period irrespective of the actual number of days in the half year. For a fractional
part o f any ha lf year, com putation  is on the basis o f the actual num ber o f days in such half year.



the books for payment during such closed period will be paid only at par with a deduction of interest from the date of pay
ment to the next interest payment date;2 3 bonds received during the closed period for payment at a date after the books 
reopen will be paid at par plus accrued interest from the reopening of the books to the date of payment. In either case checks 
for the full six months’ interest due on the last day of the closed period will be forwarded to the owner in due course. All bonds 
submitted must be accompanied by Form PD 1782,2 properly completed, signed and certified, and by proof of the representa
tives’ authority in the form of a court certificate or a certified copy of the representatives’ letters of appointment issued by the 
court. The certificate, or the certification to the letters, must be under the seal of the court, and except in the case of a corporate 
representative, must contain a statement that the appointment is in full force and be dated within six months prior to the 
submission of the bonds, unless the certificate or letters show that the appointment was made within one year immediately 
prior to such submission. Upon payment of the bonds appropriate memorandum receipt will be forwarded to the representa
tives, which will be followed in due course by formal receipt from the District Director of Internal Revenue.

6. The bonds will be subject to the general regulations of the Treasury Department, now or hereafter prescribed, 
governing United States bonds.

III. SUBSCRIPTION A N D  ALLOTMENT

1. Subscriptions will be received at the Federal Reserve Banks and Branches and at the Office of the Treasurer of the 
United States, Washington, D. C. Only the Federal Reserve Banks and the Treasury Department are authorized to act as 
official agencies. Banking institutions generally may submit subscriptions for account of customers. Subscriptions from 
banking institutions for their own account, Federally insured savings and loan associations, States, political subdivisions or 
instrumentalities thereof, public pension and retirement and other public funds, international organizations in which 
the United States holds membership, foreign central banks and foreign States, Federal Reserve Banks, and Government 
Investment Accounts will be received without deposit. Subscriptions from all others must be accompanied by the deposit 
of any of the two eligible issues of 2 Vz percent bonds enumerated in paragraph one of Section I hereof, in the face amount of 
not less than 10 percent of the amount of bonds applied for, not subject to withdrawal until after allotment. Registered bonds 
submitted as deposits should not be assigned. After allotment detached assignment forms may be used as provided in Section 
V hereof.

2. The Secretary of the Treasury reserves the right to reject or reduce any subscription, to allot less than the amount 
of bonds applied for, and to make different percentage allotments to various classes of subscribers; and any action he may take 
in these respects shall be final. The basis of the allotment will be publicly announced, and allotment notices will be sent out 
promptly upon allotment.

IV. PAYM ENT

1. Payment at par for bonds allotted hereunder must be made on or before October 3, 1960, or on later allotment, and 
may be made only in the bonds of the two issues enumerated in paragraph one of Section I hereof, which will be accepted at par. 
Coupons dated December 15, 1960, and all subsequent coupons, must be attached to the bonds in coupon form when sur
rendered. Accrued interest from June 15, 1960, to October 3, 1960 ($7.51366 per $1,000) will be paid subscribers, in the 
case of bearer bonds following their acceptance, and in the case of registered bonds following discharge of registration. In the 
case of registered bonds, the payment will be made by check drawn in accordance with the assignments on the bonds sur
rendered, or by credit in any account maintained by a banking institution with the Federal Reserve Bank of its District.

V. ASS IG N M EN T  OF REGISTERED BONDS

1. After allotment Treasury bonds of the two eligible issues in registered form tendered in payment for bonds offered 
hereunder should be assigned by the registered payees or assignees thereof, in accordance with the general regulations of the 
Treasury Department governing assignments for transfer or exchange, in one of the forms hereafter set forth, and thereafter 
should be surrendered to a Federal Reserve Bank or Branch or to the Office of the Treasurer of the United States, Wash
ington, D. C. If the new bonds are desired registered in the same name as the bonds surrendered in exchange, the assignment 
should be to “The Secretary of the Treasury for exchange for 3V2 percent Treasury Bonds of 1998”; if the new bonds are 
desired registered in another name, the assignment should be to “The Secretary of the Treasury for exchange for 3 V2 percent
Treasury Bonds of 1998 in the name of____________________ ”; if new bonds in coupon form are desired, the assignment should
be to “The Secretary of the Treasury for exchange for 3V2 percent Treasury Bonds of 1998 in coupon form to be delivered 
to_________________ ______ ”. Detached assignment forms may be used for the convenience of subscribers.

VI. GENERAL PROVISIONS

1. As fiscal agents of the United States, Federal Reserve Banks are authorized and requested to receive subscriptions, 
to make allotments on the basis and up to the amounts indicated by the Secretary of the Treasury to the Federal Reserve 
Banks of the respective Districts, to issue allotment notices, to receive payment for bonds allotted, to make delivery of bonds 
on full-paid subscriptions allotted, and they may issue interim receipts pending delivery of the definitive bonds.

2. The Secretary of the Treasury may at any time, or from time to time, prescribe supplemental or amendatory rules 
and regulations governing the offering, which will be communicated promptly to the Federal Reserve Banks.

JULIAN B. BAIRD,
Acting Secretary of the Treasury.

2The transfer books are closed from April 16 to May 15, and October 16 to November 15 (both dates inclusive) in each year.
3Copies of Form PD 1782 may be obtained from any Federal Reserve Bank or from the Treasury Department, Washington, D. C.
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CDVANCE REFUNDING SUBSCRlWION

V/2% Treasury Bonds of 1998
Dated October 3, 1960 Maturing November 15, 1998

In Exchange For 
21/ z% Treasury Bonds of 1964-69

Dated: April 15, 1943 Maturing: June 15, 1969
September 15, 1943 December 15, 1969

To: Federal Reserve Bank, Station K, Dallas, Texas 
or—
The ................ ..... ................................Branch

El Paso Houston San Antonio

LIST ALL SUBSCRIPTIONS ON REVERSE SIDE 
EACH SUBSCRIPTION TO THIS ISSUE MUST BE IN MUTIPLES OF $500

Pursuant to the provisions of Treasury Department Circular No. 1052, dated September 12, 1960, the undersigned hereby sub
scribes for $ ...3V2% United States Treasury Bonds of 1998, dated October 3, 1960.

A deposit of 2% percent Treasury Bonds of 1964-69, maturing June 15 or December 15, 1969, in an amount of not less than 10 
percent of the amount of bonds applied for, must be made by each subscriber, except those specifically exempted in Section III of 
Treasury Department Circular No. 1052.

Deposits required on subscriptions entered through commercial banks should be retained by the subscribing bank until after 
allotment and payment have been made. All other required deposits must accompany this subscription.

Coupons due December 15, 1960, and all subsequent coupons, must be attached to the bearer bonds when surrendered and ac
crued interest from June 15, 1960, to October 3, 1960 ($7.51366 per $1,000) will be paid subscribers on the bonds accepted in exchange.

CLASS OF SUBSCRIPTION Amount
Since this issue of bonds is subject to allotment, 
a form for indicating delivery instructions and 
denominations and method of settlement for 
accrued interest due subscriber will accompany 
notice of allotment.

Our own su bscrip tion .......................................... ?
(List again on reverse)

Custom prs subscriptions..................................... $
(Show in schedule on reverse)

TOTAL . . . $

CERTIFICATION BY COMMERCIAL BANKS

If a banking institution is subscribing for the account of its customers, the following certification is made a part of this sub
scription: _

We hereby certify that we have received applications from our customers in the amounts set opposite the customers’ names listed 
on the reverse hereof which is made a part of this subscription; that there has been surrendered to us by each customer, (except 
those specifically exempted in Section III of the official circular), not subject to withdrawal until after allotment, 2 Y j percent Trea
sury Bonds of 1964-69, due June 15, 1969, and/or 2'/2 percent Treasury Bonds of 1964-69, due December 15, 1969, in the amount of 
not less than 10 percent of the amount of bonds applied for.

Time Stamp

For use of  Federal Reserve Bank

□  This is an original subscription □  This is a confirmation

(N am e  o f  subscriber)

By ...........................
(Authorized signature)

( A d dress )

Dated

PLEASE FILL IN THE FORM BELOW WHICH WILL BE RETURNED TO YOU AS AN ACKNOWLEDGMENT OF
YOUR SUBSCRIPTION

(O VER )

This acknowledges your subscription for $
3L2% United States Treasury Bonds of 1998, maturing Novem
ber 15, 1998.

F.R.B. Subscription No.
IMPORTANT — Please use the above number in all 
matters — whether payment or correspondence — 
relating to this subscription.

MAIL
TO r ̂

The Federal Reserve Bank or Branch will 
acknowledge by stamping below.

Name

Address



Please list name and address of each subscriber, indicating by number in the first column the class of investor, in accordance with
the schedule below:

INVESTOR CLASSES AND NUMBERS
1. Individuals, partnerships, and personal trust accounts
2. Mutual savings banks
3. Insurance companies
4. Dealers and brokers
5. Pension and retirement funds of State and local governments

6. Other pension and retirement funds
7. State and local government funds other than pension and 

retirement
8. Commercial banks
9. Corporations other than banks and insurance companies

10. All others

LIST OF SUBSCRIBERS
invatiM

Clou NAME OP SUBSCRIBER ADDRESS AMOUNT DO NOT USE
8 Our own subscription

TOTAL $

Securities received by commercial banks as deposits on subscriptions to this issue of bonds should be retained 
by the commercial banks. Registered securities should remain unassigned inasmuch as detached forms will be fur
nished where needed.
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3y2%  Treasury Bonds of 1980
Dated October 3, 1960 Maturing November 15, 1980

In Exchange for 2Vz% Treasury Bonds of 1962-67
Dated May 5, 1942 Maturing June 15, 1967

To: Federal Reserve Bank, Station K, Dallas, Texas 
or
The....................................................................................................Branch

El Paso Houston San Antonio

EACH SUBSCRIPTION TO THIS ISSUE OF BONDS MUST BE IN MULTIPLES OF $500

Pursuant to the provisions of Treasury Department Circular No. 1050, dated September 12, 1960, the undersigned hereby
subscribes for $......... ...............  ............................... 3%% United States Treasury Bonds of 1980, dated October 3, 1960, maturing
November 15, 1980, and tenders in payment a like amount of 2%% Treasury Bonds of 1962-67.

The 2 'i%  Treasury Bonds of 1962-67, dated May 5,1942, maturing June 15, 1967, should accompany this subscription; otherwise, 
please let us know when they will be surrendered.

Coupons due December 15, 1960, and all subsequent coupons, must be attached to the bearer bonds when surrendered and 
accrued interest from June 15,1960, to October 3, 1960 ($7.51366 per $1000) will be paid subscribers on the bonds accepted in exchange, 
as requested below: '
□  Credit our reserve account....................□  Check.................... □  Otherwise...................................-...............................................................

Since subscriptions to this issue of bonds will be allotted in full, subject to the usual reservations, the disposition to be made 
of the new securities should be shown below.

ADVANCE REFUNDING SUBSCRIPTION

SCHEDULE FOR ISSUE OF COUPON BONDS
Fill In Number of Bleees by Denomination

Number of Pieces DO NOT USE THIS COLUMN At Amount
3500

31,000
35,000
310,000
3100,000

31,000.000
TOTAL 3

INSTRUCTIONS FOR DELIVERY OF 
NEW SECURITIES

□  Hold in Custody Account
(Al lo tted to m ember  hanks f o r  o w n  account  only)

□  Pledge to secure Treasury Tax and Loan Account
(Allotted to qualified banks for own account only)

□  Ship to--------------------------------------------------------------

□  Securities to be transferred by wire to

(State whether free delivery or against funds).

SCHEDULE FOR ISSUE OF REGISTERED SECURITIES 
PLEASE GIVE THE COMPLETE MAILING ADDRESS OF THE REGISTRANT 

TYPEWRITE THIS INFORMATION IF POSSIBLE — OTHERWISE WRITE LEGIBLY
Name or names in which bonds shall be Indicate under appropriate denomination, number of bonds desired
interest checks and mail. 3500 Si.oaa 35.000 3 1 0 ,0 00 $100,000 3 1 .0 0 0 ,0 00 Face Amount

Tim e Stam p
□  This is an original subscription □  This is a confirmation

F or use o f Federal R eserve Bank (N am e o f subscriber)

By............................
(A u th orized  signature)

Dated.......................
(A d d ress)

PLEASE FILL IN THE FORM BELOW WHICH WILL BE RETURNED TO YOU AS AN ACKNOWLEDGMENT OF
YOUR SUBSCRIPTION

(O V ER )

This acknowledges your exchange subscription fo r
$------------------------------------- 3!/2% United States Treasury Bonds
of 1980, maturing November 15, 1980.

F.R.B. Subscription No.
IMPORTANT — Please use the above number in all 
matters — whether payment or correspondence — 
relating to this subscription.

The Federal Reserve Bank or Branch will 
acknowledge by stamping below.

MAIL 
TO & T

Name

Address



Please list name and address of each subscriber, indicating by number in the first column the class of investor, in accordance with
the schedule below:

INVESTOR CLASSES AND NUMBERS
1. Individuals, partnerships, and personal trust accounts.
2. Mutual savings banks.
3. Insurance companies.
4. Dealers and brokers.
5. Pension and retirement funds of State and local governments.

6. Other pension and retirement funds.
7. State and local government funds other than pension and 

retirement.
8. Commercial banks.
9. Corporations other than banks and insurance companies.

10. All others.

LIST OF SUBSCRIBERS
1 n vesl o i Class NAME OF SUBSCRIBER ADDRESS AMOUNT DO NOT USE

Our own subscription

TOTAL $

Securities should accompany subscriptions to the 3* o percent bonds of 1980 since allotments will be made 
in full, subject to the usual reservations. If the 2l/£ percent bonds of 1962-67 cannot be surrendered with the 
subscription, please attach a letter giving complete information regarding their location and approximate date 
of surrender.

LIST OF SECURITIES SURRENDERED IN PAYMENT OF THIS SUBSCRIPTION
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DEBT MANAGEMENT AND ADVANCE REFUNDING

I. Summary

Debt management is an important link in 
the vital chain o f Federal financial responsi
bility. The objectives of debt management are 
threefold: to contribute to an orderly growth 
of the economy without inflation, to minimize 
borrowing costs, and to achieve a balanced ma
turity structure of the public debt. The latter 
has been the most pressing problem confront
ing the Treasury as there has been a relentless 
increase in the short-term debt. Related to 
this, the Treasury has found it increasingly 
difficult to retain as customers long-term inves
tors in Treasury bonds (pars. 1 to 16).1

Advance refunding makes possible signifi 
cant progress toward the twin goals of a better 
maturity structure and ownership distribution 
o f the public debt. In essence, it involves 
offering all individual and other holders of an 
existing U.S. Government security selected for 
advance refunding the opportunity to ex
change it, some years in advance of maturity, 
for a new security on terms mutually advan
tageous to the holders and to the Treasury 
(par. 17).

Broadly speaking, two types of advance re
funding may be distinguished: (a) “ senior” 
advance refunding, in which holders of securi 
ties of intermediate maturity (5 to 12 years) 
would be offered the opportunity to exchange 
into long-term issues (15 to 40 years), and (b) 
“ junior” advance refunding, in which holders 
of securities of shorter maturity (1 to 5 years) 
would be offered the opportunity to exchange 
into securities in the intermediate range (5 to 
10 years). The two types of operations are re
lated and keyed to the differing investor needs 
and demands in terms of investments of vary
ing maturity (pars. 18 and 19).

Prior experience with advance refunding in 
this country—such as the operations in 1951-52 
and in June 1960—has been limited. These op
erations were not directly analogous to a senior 
advance refunding in which investors in me
dium-term marketable bonds would be per
mitted to exchange for long-term marketable 
securities (pars. 20 to 27).

1 The numbers refer to the paragraphs which follow  
the summary.

Advance refunding offers significant advan
tages to the economy, to long-term investors, 
and to the U.S. Treasury.
Advantage s to the economy

By facilitating significant debt extension 
with a minimum change in ownership, advance 
refunding:

(a) Minimizes the adverse market im
pact of debt extension such as that which 
occurs in the case of comparable cash offer
ings (pars. 28 to 30) ;

(b) Avoids the absorption of new, long
term funds in cash offerings and conse
quently does not interfere with the flow of 
new savings into the private sector o f the 
economy (pars. 28 to 32);

(c) Improves the functioning of the 
U.S. Government securities market by con
tributing to a better maturity structure of 
the marketable public debt (par. 31);

(d) Helps to minimize inflationary pres
sures by reducing the amount of highly 
liquid short-term debt, especially in the 
case of junior advance refunding (par. 32).

Advantages to the investor

By participating in an advance refunding, 
the investor:

(a) Gains an immediate increase in in
terest return, in consideration of his ac
ceptance of a longer-term security (pars. 
33 and 37);

( b) Avoids any immediate book loss for 
tax purposes and, if nontaxable, in most 
instances is not required to take a book loss 
(par. 36);

(c ) Acquires a security whose market 
yield is at least equal to, and in most in
stances slightly higher than, that on out
standing issues of comparable maturity 
(par. 34);

(d) Earns a rate o f return over the life 
of the new security only equaled, if he does 
not exchange, by reinvesting at maturity

563726°— 60 (1)
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of tlie old security at higher than present 
market yields (pars. 35 and 37 to 39).

Advantages to the U.S. Treasury

By using advance refunding as a debt man
agement technique, the Treasury:

(a) Achieves substantial improvement 
in the present unbalanced maturity struc
ture of the marketable public debt (par. 
40);

(b ) Reduces its dependence on infla
tionary bank borrowing (par. 41);

(c ) Retains its customers for long-term 
securities (par. 43) ;

(d) Helps keep down the long-run cost 
of managing the public debt by avoiding 
concentration of maturities in a given area 
(pars. 41 and 42);

(e ) Reduces the size and frequency of 
Treasury refunding operations and mini
mizes interference with timing of appro
priate monetary policy actions (pars. 12 
and 40).

An important impediment to the earlier use 
of advance refunding was the tax treatment of 
the exchanges. This obstruction was remedied 
by new legislation enacted in 1959 which per
mits the postponement of the tax consequences 
of any capital gain or loss resulting from the 
exchange (pars. 24 and 36).

Another important obstacle to advance re
funding has been the 414 percent statutory in
terest rate limitation. Although this limitation 
still exists, recent declines in interest rates now 
permit advance refunding o f selected issues 
(pars. 44 to 50).

Advance refunding, therefore, offers much 
promise at the present time as a way of imple
menting sound debt management policy as an 
integral part o f Federal financial responsibility 
(par. 51).

II. Debt Management and Advance 
Refunding

1. The ability o f the American economy to 
sustain orderly growTth without inflation, to gen
erate increased employment, to provide suffi
cient real capital to finance expansion, and to 
function as a source of strength for the entire

free world—all of this depends on the main
tenance of responsible financial policies. There 
are three mam links in the chain of Federal 
financial responsibility. Debt management is 
only one, but an important one, of these links. 
The two strongest links in the chain of financial 
responsibility are a sound fiscal policy—in terms 
of the relationship between revenues and ex
penditures—and an independent and responsi
ble monetary policy. Without strength in these 
areas there is little that debt management alone 
can do. Combined with effective fiscal and 
monetary policies, however, appropriate debt 
management can contribute substantially to our 
overall financial strength. Inappropriate debt 
management inordinately increases the burdens 
on fiscal and monetary policy.

A. The Objectives of Debt M anagem ent

2. Debt management policy has three major 
objectives.

3. First, management of the debt should be 
conducted in such a way as to contribute to an 
orderly growth, without inflation, of the econ
omy. This means that, except in periods of re
cession, as much o f the debt as is practicable 
should be placed outside of the commercial 
banks (apart from temporary bank underwrit
ing) . Restraint must be exercised in the amount 
of long-term securities issued, particularly in a 
recession period, in order not to preempt an 
undue amount of the new savings needed to 
support an expansion of the economy. A  re
lated aim should be to minimize, as far as pos
sible, the frequency of Treasury trips to the 
market so as to interfere as little as possible 
with necessary Federal Reserve actions and also 
with corporate, municipal and mortgage 
financing.

4. A  second important objective of Treasury 
debt management is the achievement of a bal
anced maturity structure of the debt, one that 
is tailored to the needs of our economy for a 
sizeable volume o f short-term instruments but 
also includes a reasonable amount of inter
mediate and long-term securities. There must 
be continuous efforts to issue long-term secu
rities to offset the erosion of maturity caused by 
the lapse of time, which otherwise results in an 
excessively large volume o f highly liquid 
short-term debt.

5. A  third objective o f debt management 
relates to borrowing costs. While primary 
weight must be given to the two objectives just 
noted, the Treasury, like any other borrower,
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should try to borrow as cheaply as possible. 
Unlike other borrowers, however, the Treasury 
must consider the impact of its actions on finan
cial markets and the economy as a whole. Con
sequently, the aim of k e e p i n g  borrowing costs 
at a minimum must be balanced against broader 
considerations o f the public interest.

6. These several objectives are not easily 
reconcilable at all times; nor can a priority be 
assigned to one or another o f them under all 
circumstances.

7. There is some merit, for example, in the 
view that Treasury debt management policy 
should take account o f cyclical considerations— 
pressing long-term securities on the market to 
absorb investment funds when the economy is 
expanding and, conversely, issuing short-term 
securities attractive to banks so as to increase 
liquidity in a period o f recession. Yet in prac
tice it has proved both impracticable and un
desirable to adhere strictly to this view in dis
regard of other considerations. The Treasury’s 
first obligation is to secure the funds needed 
to meet the Government’s fiscal requirements; 
these requirements cannot be postponed. A 
pressing need for cash may force it to market 
short-term issues— for which there is usually a 
substantial demand—even when the economy is 
expanding rapidly. The constant shortening in 
the maturity of the public debt means, however, 
that the Treasury also must take advantage of 
every reasonable opportunity to issue long
term securities despite the cyclical aspect. 
From a purely housekeeping standpoint the 
Treasury needs to do some funding o f short
term debt into longer term securities whenever 
market conditions permit.

8. Similar difficulties arise with respect to fol
lowing only the objective of keeping borrowing 
costs as low as possible. Against any gain in 
terms of interest cost there must be weighed the 
loss in terms of economic effects. For exam
ple, aggressive issuance of long-term securities 
in recessions, when interest costs are low, would 
absorb too large a part o f the investment funds 
needed elsewhere for recovery and could even 
prevent desirable reductions in interest rates. 
It would unduly increase the burden on the Fed
eral Reserve and necessitate much greater 
monetary ease, complicating the subsequent 
problem of curbing the excesses that may de
velop in a boom.

9. Clearly, the Treasury must follow a mid
dle course in attempting to reconcile its various 
objectives. Its concern with the public interest

requires that minimum reliance be placed on 
short-term financing during periods of expan
sion. Similax-ly, financing in a recession should 
be handled so as to minimize interference with 
national efforts to promote economic recovery. 
At all times, attention should be given to the 
objective of borrowing as cheaply as possible 
consistent with the other objectives. Finally, 
constant effort must be directed toward achiev
ing a balanced maturity structure of the debt.

B. The Problem of the Short-term Debt

10. For some time, the most pressing debt 
management problem facing the Treasury has 
been that of securing a better maturity structure 
of the public debt. Long-term securities, with 
the passage o f time, grow constantly shorter, 
bringing about a relentless increase in the short
term debt. Despite persistent efforts in recent 
years to offer longer term securities (some $51 
billion maturing in over 5 years have been sold 
since the beginning o f 1953), as of June 30, 
1960, almost 80 percent of the marketable public 
debt o f $184 billion matured within five years, 
as contrasted with less than 50 percent at the 
end o f 1946 and 71 percent in December 1953. 
Moreover, if the total amount of marketable 
debt does not change, and no securities of more 
than 5 years’ maturity are issued, the under-5- 
year debt will swell to 87 percent o f the total by 
the end of 1964. This obviously is a maturity 
structure—both present and prospective— 
which is far too heavily concentrated in the 
under-5-year maturity area. However, the $70 
billion of debt maturing within one year is not 
a major problem since the liquidity needs of the 
economy require a very short-term debt o f this 
general magnitude; the real problem is the ex
cessive amount o f securities maturing between 
1 to 5 years. (See par. 19, which explains how 
both senior and junior advance refundings as
sist in reducing the concentration of maturities 
in this range.)

11. Chart 1 illustrates the changes in the ma
turity distribution o f the marketable public debt 
since 1946. The most significant changes, of 
course, are the decline in the 5-year-and-over 
maturity category from $97.5 billion in 1946 to 
$40.5 billion in 1960 and the rise in the maturi
ties between one and five years from $24.5 bil
lion to $73 billion.

12. The undue and growing concentration of 
the public debt in the under-5-year area has im
portant implications both for the money and 
capital markets and for the economy as a whole.
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Chart I

(KVa al til* S m U r) at thg B-I336-C-1

I f  the composition of the debt is permitted to 
grow continuously shorter, Treasury refunding 
operations will occur more frequently and in 
larger amounts. The Treasury might often be 
forced to refund excessively large maturities 
under unfavorable conditions with unduly large 
repercussions on the structure of interest rates. 
This would tend to interfere with orderly mar
keting o f corporate and municipal bonds. 
Moreover, the emergence o f a larger amount of 
highly liquid, short-term Government debt than 
the economy requires could create inflationary 
pressures. Excessive liquidity in the economy 
and frequent and large Treasury operations in 
the market can unduly complicate the flexible 
administration of Federal Reserve credit poli
cies essential to sustainable growth. A  bal

anced maturity structure of the debt, therefore, 
can make a major contribution toward sound 
financial policy by reducing the frequency, size, 
and adverse consequences of Treasury financ
ings, by helping to forestall potential inflation
ary pressures, and by enabling monetary policy 
to function more effectively.

C. The Problem of Retaining the Treasury’s 
Customers

13. The constant shortening of the debt also 
has very practical consequences for the Treas
ury, since it has made it difficult to retain as 
customers many long-term investors who once 
were buyers of Treasury bonds. Long-term in
vestors who have found their holdings of Gov
ernment securities moving nearer to maturity
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Chart 2
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have had a tendency to dispose of them and to 
turn to other types of long-term investments. 
As a result, the Treasury has found that it has 
lost customers as the passage o f time has eroded 
the long-term characteristics of Government 
bonds. The securities that were once long-term 
but which have become short-term have passed 
into the hands of commercial banks, nonfinan
cial corporations and other short-term investors, 
while holdings o f Government securities by 
long-term investors—savings institutions and 
individuals—have been reduced. Even in those 
cases where the securities have been retained by 
long-term investors, such investors have tended 
to regard them as part of their liquid holdings. 
Consequently, by maturity there is little de
mand for new long-term Treasury bonds from 
the holders of the maturing securities.

B-I376-A

14. The case of the 214 percent bonds matur
ing in June and December 1962, as shown in 
Chart 2, illustrates what has happened to the 
ownership of Treasury bonds with the passage 
of time. When these bonds were originally 
sold during World War II, they were in the 
15- to 20-year maturity area and were pur
chased largely by longer term investors. At 
the end o f 1946, almost half o f them were held 
by insurance companies and mutual savings 
banks. Most of the remainder were held by 
individuals, some savings and loan associations, 
iiension funds, etc. Only 4 percent were held 
L.y the commercial banks.

15. The picture is strikingly different today. 
Commercial banks now own 48 percent o f the 
214 percent bonds o f 1962, and holdings of 
savings institutions and individuals are down
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very sharply. As is shown in Chart 2, much 
the same sort of shift in ownership has been 
taking place with respect to the 2y2 percent 
bonds maturing between 1967 and 1972; but 
with maturity still some time off, the shift has 
not gone so far.

16. These changes in ownership distribution 
over time illustrate the problem that the Treas
ury has in retaining its customers, but the sta
tistics alone do not tell the whole story. In 
many cases, as longer term Government bonds 
shorten up, they come to serve a liquidity func
tion within the portfolios of savings institu
tions and other long-term investors. On ma
turity, consequently, little replacement demand 
for long-term securities may be expected from 
these holders.

D. Advance  Refunding— A  Significant Step 
Toward Solution

17. Advance refunding is a debt management 
technique that makes possible significant 
progress towards the twin goals of a better 
maturity structure and ownership distribution 
o f the public debt. In essence, it involves o f
fering all individual and other holders of an 
existing U.S. Government security selected for 
advance refunding the opportunity to exchange 
it, some years in advance of maturity, for a new 
security on terms mutually advantageous to the 
holder and to the Treasury. Such exchanges 
promote debt lengthening with a minimum 
change in ownership, thus helping the Treas
ury to retain its customers for long-term secu
rities. Advance refunding contributes to these 
objectives witli a minimum of adverse effects 
on the financial markets and the economy as 
compared witli alternative way^>f debt length
ening. In turn, the investor is offered an op
portunity to exchange for a new, longer term 
bond with a higher coupon rate and without 
an immediate taxable capital gain or loss.
Types of advance refunding

18. Within the context o f the current debt 
structure there are two separate but related 
types of advance refunding that are of par
ticular interest to the Treasury. They are (a) 
“ senior”  advance refunding, in which holders 
o f securities o f intermediate maturity (5 to 12 
years) would be offered the opportunity to 
exchange into long-term issues (15 to 40 years), 
and (b) “ junior” advance refunding, in which 
holders of securities of shorter maturity (1 to

5 years) would be offered the opportunity to 
exchange into securities in the intermediate 
range (5 to 10 years).

19. The relationship between these two types 
of operations is important in the successful use 
of advance refunding at certain times to imple
ment needed debt lengthening. To accomplish 
best the major purpose of advance refunding 
the use at different times of senior and junior 
type advance refunding seems desirable. The 
reasons for this rest on the fact that securities 
in the 1- to 5-year range are not suitable obli
gations for advance refunding into long-term 
bonds; yet it is the relatively large amount of 
securities ($73 billion) maturing in 1 to 5 years 
that constitutes the hard core of the debt man
agement problem. These securities are now 
held primarily by short-term investors, such as 
commercial banks and business corporations, 
which for the most part would not desire to 
exchange for long-term issues. Consequently, 
a two-phased approach, sometimes described as 
a “ leapfrog” process, involving over time both 
senior and junior advance refunding, appears 
necessary.

(a) A  senior advance refunding would be 
undertaken first to shift a substantial amount of 
the 5- to 12-year maturities into the longer- 
term area. For this purpose the securities most 
often referred to as likely candidates are the 
2i/2 percent bonds issued to help finance World 
War II. These securities, often referred to as 
the “ tap issues,” originally totaling $43.6 bil
lion, are now outstanding in the amount of $28 
billion; and the Treasury’s ownership studies 
indicate that a substantial portion is still in the 
portfolios of the original long-term investors. 
Consequently, no significant changes in owner
ship would be necessary for a successful exten
sion. In fact, a major purpose in an early un
dertaking of a senior advance refunding of some 
significant part of these securities would be to 
prevent the lapse of time from changing their 
ownership such that holders would no longer 
be long-term investors who could be attracted 
by a new long-term offering. In addition to 
forestalling the inroads of time on ownership, 
this senior advance refunding would provide 
additional space in the intermediate sector and 
facilitate a junior advance refunding at a later 
date.

( b) A  junior advance refunding would shift 
an even larger amount o f securities now in the 
1- to 5-year range into the intermediate area. 
Just as an example, such a shift might involve
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an offering of 6-year bonds to holders o f an 
issue now maturing in 2 or 3 years; an 8-year 
security for issues maturing in 3 or 4 years; and 
so on. It should be noted that a junior advance 
refunding can be successfully carried out in 
much larger amounts due to the characteristics 
of the intermediate market. There is a much 
larger market in the 5- to 10-year area, so that 
some greater amount of the debt extension ulti
mately achieved by use o f advance refunding 
presumably would represent a shift from the 
1- to 5-year into the 5- to 10-year area, with a 
significantly smaller amount moved out from 
the 5- to 12-year area to the very long area in 
order to retain long-term investors as Treasury 
customers.
Experience with advance refunding

20. The Treasury-Federal Reserve Accord of 
March 4, 1951, included an advance refunding 
of existing marketable bonds as one of its 
agreed upon provisions. In order to eliminate 
what appeared to be an overhanging supply of 
long-term marketable bonds, holders of the two 
longest issues of bank-restricted bonds (the 
2y2s of June and December 1967-72) were o f
fered—21 years before maturity of their 
bonds—an optional exchange into 29-year, non
marketable 2% percent Investment Series B 
bonds convertible before maturity into 5-year, 
iy 2 percent marketable Treasury notes. A  total 
of $19.7 billion bonds eligible for exchange into 
Investment Series B bonds were outstanding, 
of which $13.6 billion were exchanged. (About 
$8 billion were exchanged by private investors 
and the balance by the Federal Reserve banks 
and Government investment accounts.) In ef
fect, then, the Treasury did advance refund this 
amount of its 1972 maturities when it issued 
the 2%  percent Investment B bonds back in 
1951.

21. Although the major purpose o f the 1951 
advance refunding was not to extend debt, it is 
significant that almost $14 billion o f the 1972 
maturities were shifted to 1980—an extension 
of 8 years. However, the privilege of convert
ing the new 2% percent bonds into 5-year mar
ketable notes in effect reduced the accomplish
ment in terms of debt lengthening. In fact, 
since 1951 more than half of the 2% percent 
bonds have been so converted into the 5-year 
notes.

22. In May 1952 the Treasury made another 
offering o f the 2% percent nonmarketable in
vestment bonds to the holders of the remainder

of the June and December 1967-72s and to the 
holders of the 2\2b of 1965-70 and 1966-71. 
About $1.3 billion was exchanged. (However, 
one-fourth of the amount subscribed for had 
to be paid for in cash.)

23. Other than as a precedent, this experi
ence in 1951-52 is not analogous since at that 
time the securities involved in the first exchange 
were still at or slightly above par and were not 
much below par in the second exchange. The 
reluctance of investors to take capital losses 
was not a material consideration. Moreover, 
the new issue was nonmarketable and could be 
liquidated only under penalty.

24. In the interim period since 1951 an ad
vance refunding of the tap 2\2 -̂ for example, 
would not have been particularly attractive to 
investors because—except for short periods in 
1954 and 1958—they would have had to take 
book losses. (See footnote to par. 36 as to in
vestor reluctance to incur such losses.) Legis
lation in the fall o f 1959 permits the Treasury 
to provide exchanges with postponement of tax 
consequences. This again made practicable 
(subject to the 4%  percent statutory interest 
rate limitation) the undertaking o f advance re
funding of marketable issues.

25. On June 6, 1960, the Treasury Depart
ment offered the holders of $11.2 billion o f the 
outstanding 2y2 percent Treasury bonds matur
ing November 15,1961, the option to exchange— 
with the privilege of deferring the tax con
sequences—for either 3% percent Treasury 
notes maturing May 15, 1964 (limited to $3.5 
billion), or 3% percent Treasury bonds matur
ing May 15,1968 (limited to $1 billion). Hold
ers of approximately $4.9 billion of the 2y2 
percent Treasury bonds submitted exchange 
subscriptions, but the bulk of the subscriptions 
($4.6 billion) was for the new 4-year note, of 
which $3.9 billion were allotted, and only a 
relatively small part (a little over $300 million) 
for the new 3% percent bond.

26. This advance refunding, undertaken in 
June 1960, provided a testing ground for use of 
the technique in this country under prevailing 
market conditions and ownership characteris
tics.2 This particular advance refunding was

2 The advance refunding technique was used in the 
Canadian conversion loan operation in the summer of 
1958. Some $6 billion of Dominion of Canada securities 
having from 6 months to 8 years to run to maturity 
were exchanged for securities with maturities ranging 
from 3 to 25 years—an operation involving over half 
of that country’s direct marketable debt. Because of 
the fundamental differences in the financial systems of
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designed primarily to obviate tlie difficult prob
lem that would have arisen in refunding the 
214 percent bonds of November 1961 at matu
rity, as this issue totaled $11 billion publicly 
held—the largest single outstanding issue. It 
was not undertaken to preserve ownership nor 
with the expectation o f achieving substantial 
debt lengthening of the type desired.

27. This refunding clearly demonstrated the 
feasibility of debt extension by advance refund
ing but also demonstrated the difficulty of ex
tending beyond 5 years under the 414 percent 
interest rate ceiling in the market environment 
then prevailing. The significant investor re
sponse to the note offering enabled the Treasury 
to reduce the size of the November 1961 matu
rity from $11 billion to $7 billion, thus making 
it much more manageable at maturity. How
ever, the interest rate ceiling did not permit a 
significant amount o f extension beyond the 
seriously congested 1- to 5-year area because 
the 8-year bonds could not be made sufficiently 
attractive to induce larger acceptance of the 
issue. This advance refunding also served a 
very useful purpose in familiarizing the market 
generally with the technique of advance refund
ing; it gave investors, dealers, and investment 
advisers the opportunity to study the different 
problems which an advance refunding offering 
presents.

Advantage s of advance refunding to the 
economy

28. Advance refunding can be accomplished 
in worthwhile amounts with a minimum of 
disturbance to financial markets and to the 
economy as a whole. This is because most of 
the new long-term bonds taken in the refunding 
will simply be substituted for shorter-term 
issues held by investors who are essentially long
term holders. Because only a small change m 
owmership is involved, little if any new savings 
wTill be absorbed and the impact on the markets 
for mortgages and corporate and municipal 
securities should be relatively small. (See par. 
32 for further discussion o f this point.)

29. In contrast, if  the Treasury were to offer 
a significant amount o f long-term bonds for 
cash it would capture funds that otherwise 
would be available for investment in other types 
o f long-term securities, and the increased supply
Canada and the United States this experience is of only 
limited applicability in this country. No operation of 
similar scope in relation to the total debt of this country 
would be either feasible or desirable.

of long bonds competing for those funds would 
have a marked impact on the interest rates of 
all such securities. Similarly, when a long
term bond is offered in exchange for maturing 
securities the economic and market effects are 
as pronounced as those on a cash offering. The 
maturing securities by that time are almost 
entirely held by short-term investors (or as 
liquidity protection by long-term investors) 
who do not want long-term bonds. This in
volves churning in the market as the holders of 
the rights (maturing securities) sell to investors 
who want to exchange for the long bond. Since 
the securities are obtained by long-term in
vestors through their purchases of rights, there 
is a net absorption of long-term funds with 
much the same results as in the case of offering 
a new long-term issue for cash.

30. In an advance refunding, however, this 
adverse market impact would be largely 
avoided. Under conditions such as exist today, 
when the securities to be refunded are selling at 
a discount, the holder’s motive in taking the 
longer security in exchange is to get a better 
immediate return, as well as a satisfactory 
return to maturity, and to do so without regis
tering a loss on his books (if  depreciation from 
cost exists). The combination of a higher 
coupon and longer maturity on the new security 
being offered in exchange is designed so that it 
will tend to sell in the market at a price com
parable to that of the old security. As a result 
it is reasonable to assume that few of the securi
ties taken would be sold in the market in the 
period immediately following the exchange, 
and, indeed, the greater part would probably 
not be sold for many years. The effect on 
available market supply is, therefore, distinctly 
less than in the case of either a cash offering or a 
refunding at time o f maturity. Assuming that 
the Treasury offers investors in exchange a 
somewhat higher coupon in consideration for 
their taking a longer bond, they can better their 
current income and still carry the new bond on 
their books at the price paid for the old bond. 
On balance, then, much more substantial debt 
extension may be achieved with no more imme
diate market impact than would occur in the 
case of a cash offering of a nominal amount of 
long-term bonds.

31. From a longer-run standpoint, the addi
tion to the supply o f long-term Government 
securities, and the relief of the congestion in 
the area between 1 and 5 years, should also 
contribute to a smoother functioning market
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for all U.S. Government securities. The prin
cipal market improvement, o f course, would 
eventually be reflected in the 1- to 5-year area, 
which has been distorted by the unduly heavy 
concentration of issues in this maturity range, 
but the entire market structure would be 
brought into better balance. The breadth, 
depth, and resilience of the market should also 
reflect the improved maturity distribution, in
cluding the additional supply of long-term 
issues which presumably would result in a 
broader and more continous long-term market.

32. Similarly, the economic consequences of 
an advance refunding involving substantial 
debt extension would be less pronounced than 
cash offerings (or refundings at maturity) 
since such an advance refunding would not 
immediately result in the absorption of addi
tional amounts of long-term funds that usually 
are being generated currently in relatively lim
ited amounts. It would minimize the inter
ference with the flow of new savings into the 
private sector of the economy, such as would 
result from an equal offering for cash. At the 
same time, postponing the shortening process 
on this portion of the debt would further re
duce the possible movement of these securities 
into the hands of short-term investors, thus 
diminishing the inflationary potential o f the 
public debt. Although this would tend to re
duce somewhat the flow of funds from inter
mediate credit markets to long-term private 
(non-Treasury) investment, as long-term inves
tors might otherwise sell their holdings in order 
to acquire long-term private and municipal 
investments, the immediate absorption o f new 
savings still would be much less than in the 
case o f a cash offering of equal magnitude. 
Stated differently, there is no denying that 
senior advance refunding would reduce some
what the shift of funds from the intermediate 
area into long-term corporate, municipal and 
mortgage financing which otherwise might oc
cur; but the impact would be spread over a 
period o f years, in much the same manner as if 
the Treasury were able from month to month 
to market relatively small amounts o f long
term bonds for cash. This latter program does 
not, however, seem feasible from a market 
standpoint.

Advantages of advance refunding to investors

33. An advance refunding offers tangible ad
vantages to the investor who is willing to ex
change for a longer-term security. Most 
importantly, the investor would obtain a better 
immediate return on his security since the 
Treasury would offer a higher coupon to make 
the exchange attractive. One immediate ad
vantage to the investor, therefore, is an improve
ment in current income—to a rate level that for 
many institutional investors would more ade
quately cover interest income requirements. 
The investor is guaranteed the higher coupon 
for the entire life of the new security.

34. It should be noted that the investor also 
obtains a new bond that at least is equal to, and 
in most instances a better value than, the current 
market for comparable maturity issues. In 
most cases the Treasury would lie offering a 
bond with a yield slightly higher than the cur
rent market rate for existing bonds of compara
ble maturity when computed at the same price 
(prior to announcement) as the bond being ex
changed in advance o f maturity. Or, viewed 
another way—in terms of price—the price of a 
new bond offered by the Treasury in an advance 
refunding, if  computed at the same yield as 
existing bonds comparable in maturity to the 
new bond, generally would be slightly higher 
than the current price of the old bond.

35. The increased coupon for the full term 
of the new issue carries an additional implica
tion. The investor who did not elect to ex
change would have to replace his existing 
security at maturity at higher than present 
market rates to net the same return as that being 
offered over the entire life of the new security. 
Reinvestment at the maturity of the old bond 
would be required at a coupon rate for the 
extension period which, if averaged with the 
lower coupon rate on the old security to matu
rity, would be equal to the coupon rate the 
Treasury is offering on the new security for the 
entire period to maturity. (See pars. 37-39 
for an example.)

36. Finally, one further benefit accrues to the 
investor who extends in an advance refunding. 
Under Title II of Public Law 86-346 passed in 
September 1959 in preparation for advance re
funding, the Secretary o f the Treasury may 
designate an exchange of one Treasury security
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for another as a nontaxable exchange.3 Gener
ally, this means that in the exchange the value 
of the existing security on the books of the in
vestor becomes the book value of the new 
security. Therefore, the exchange causes no 
immediate tax consequences and investors are 
not required to take a loss for tax purposes 
merely because they exchanged. The gain or 
loss is deferred until the new security is re
deemed (or disposed o f prior to maturity). 
However, if  a payment to the investor—other 
than an adjustment of accrued interest—is in
volved (which might be the case in some ad
vance refundings), the book value of the new 
issue would not be the same as that of the exist
ing issue and part or all of the payment becomes 
immediately taxable.

37. A  simple example o f an advance refund
ing offer by the Treasury will make these added 
advantages to the investor clear. This exam-pie 
is purely hypothetical and intentionally has no 
relationship to any possible or prospective offer
ing. Assume that nontaxable holders of a 2y2 
percent bond due in 5 years were offered an 
opportunity, at a time when the market interest 
rates on 10-year issues were 4 percent, to ex
change in advance o f maturity into a 314 per
cent, bond maturing in 10 years. The non
taxable holder of the 2y?s who takes advantage 
of the advance refunding offer has an immedi
ate increase o f %  percent per annum over the 
period (5 years) to the maturity of the original 
security. This would amount to $37.50 on a

3 Paradoxically, this legislation was designed prima
rily to induce exchanges by nontaxable or partially 
taxable investors, regulated by Federal or State au
thorities, rather than taxable institutions. These non
taxable or partially taxable investment institutions are 
usually quite reluctant to incur book losses because of 
the resulting decrease in the stated value of their 
assets. However, the regulatory authorities are typ
ically willing to permit such exchanges with postpone
ment of recognition of capital gain or loss on the in
vestors’ books, provided that a change in the Internal 
Revenue Code establishes an appropriate precedent. 
Thus, while the legislation directly affected only 
holders subject to Federal income taxes, it gave sanc
tion to an accounting practice for public authorities to 
apply in the regulation of certain types of financial in
stitutions even though they may not pay Federal in
come taxes. The advantage to such nontaxable 
investors is that they may be permitted to carry the 
new, higher rate securities at the same price as the old.

$1,000 bond, which could be reinvested as re
ceived at compound interest. As a result, if the 
nontaxable holder of the 2y2s did not elect to 
accept the advance refunding offer, he would 
have to reinvest the proceeds of his 2y2s on 
maturity at a rate of at least 4.16 percent on this 
hypothetical issue in a 5-year maturity to earn 
as much as he would by accepting the exchange 
offer. This 4.16 percent minimum rate o f in
vestment is the rate of return for the extension 
period.

38. An analysis of the advantages in return 
to a taxable holder of the 2y2 percent bonds is 
somewhat more complicated. The effect o f tax 
provisions varies among different investors, de
pending upon the price at which the security 
being refunded was originally acquired and the 
investor’s tax status and plans. On the one 
hand, assuming a par for par exchange of the 
10-year, 3J4 percent bond for the 21'2S, if  the 
holder had originally acquired his 2y2 percent 
bonds at a price of, say, 96, he would have real
ized a capital gain o f $40 per $1,000 at time of 
maturity in 5 years. This would involve a 
$10 tax liability per bond at a 25 percent capital 
gains tax rate at the end of 5 years. By elect
ing to exchange for the new issue of 3% s he 
could postpone this tax for an additional 5 years 
and continue earning interest on the amount of 
the postponed tax for that period. I f  this in
vestor did not exchange, the capital gains tax 
would lower the amount he had available for 
reinvestment at the maturity date of the 24£s; 
on an equivalent taxable basis he would have to 
reinvest at a rate higher than 4.13 percent to 
earn as much as he would by participating in 
the advance refunding. For the taxable in
vestor who elected to exchange, the tax on ordi
nary income would work in the opposite direc
tion, since the investor after taxes would net 
something less than the %  percent additional 
coupon over the period (5 years) to the ma
turity of the original security.

39. Based on the assumptions in the hypo
thetical example, the following table illustrates 
the rates at which investors who held the 21/2 s 
at varying book values would have to reinvest 
at the end of 5 years to be as well off as they 
would be by accepting an advance refunding 
offer o f 314s, assuming a par for par exchange.
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Cost (basis) 
of 2}4 percent 
bond due in 

5 years

Rate of return for the 
extension of maturity

(5 years)

To nontaxable inves- Any cost- 4.16 percent.1
tors (or before tax). 

To taxable investors 2__ 101_____ (Taxable equiva-

100_____
lent).3 4. 08 

4. 09
99_______ 4. 10
98_______ 4. 11
97_______ 4. 12
96_______ 4. 13
95_______ 4. 14
94_______ 4. 14
93- 4. 15
92_ _ ___ 4. 16

1 Based on semiannual compounding at 4 percent (from assumed pat
tern of market rates).

2 Assuming coupon income is subject to 52 percent tax and capital gain 
is subject to 25 percent tax.

3 Coupon rate during extension which, combined with 2H percent until 
maturity of old bond (5 years), would provide the same return after tax 
as 3H percent for 10 years.

Advantages of advance refunding to the U.S.
Treasury

40. From the standpoint of the Treasury, ad
vance refunding is the best means of achieving 
an urgently needed improvement in the matu
rity structure of the marketable public debt. 
An improved debt structure, which is the prin
cipal advantage accruing to the Treasury from 
use of advance refunding, would afford much 
needed flexibility in financing operations. It 
should also result in lower over-all costs to the 
Treasury over the years ahead. The size and 
frequency of Treasury borrowings will be re
duced to the extent the debt can be funded at 
long term. In turn, this would minimize the 
interference of Treasury financings with the 
timing of appropriate monetary policy actions.

41. As noted, advance refunding permits 
substantial debt extension with a minimum dis
turbance to financial markets and the economy 
generally. It makes Government bonds more 
attractive to long-term investors, thus reducing 
the Treasury’s dependence on inflationary 
short-term bank borrowing. It avoids many of 
the disadvantages involved in selling long-term 
bonds for cash or in exchange for maturing 
issues. Specifically, it reduces market inter
ference of heavy refundings (or of resorting to 
alternative sizeable cash offerings) in relation 
to corporate, municipal and mortgage financ

ing. As a result, the direct interest cost to the 
Treasury of placing a given amount of securi
ties in the long-term area by means of advance 
refunding should be significantly less than if 
an equal amount were sold for cash or in ex
change for maturing issues. This is because 
the market process of mobilizing the cash to 
buy new bonds or the process o f effecting the 
redistribution that must accompany a refund
ing at maturity requires a relatively high in
terest rate commensurate with the amount 
issued. In an advance refunding, however, 
there should be little market churning and no 
need for mobilization of new cash, thereby re
sulting in a lower interest cost than on a cash 
offering or routine refunding of equal amount.

42. It may be noted that only when debt 
operations are supported by all types o f inves
tors purchasing and holding a wide range of 
maturities can the Treasury finance on the most 
economical basis. An undue concentration of 
the debt in one area is almost immediately re
flected in higher interest costs in the area 
affected and experience has shown that this 
tends to fan out across the maturity spectrum. 
This was clearly demonstrated in the past year 
when as a result o f the interest rate ceiling the 
Treasury was forced to concentrate its financ
ing in the under-5-year area. Any increased 
interest cost is on only a small portion of the 
debt and very likely will be more than offset 
by lower costs on subsequent routine debt oper
ations (totaling many billions of dollars each 
\ ear) as the maturity structure o f the debt is 
brought into better balance. In addition, in 
viewing the cost aspect of advance refunding 
from the standpoint o f the Treasury it should 
be noted that the increased coupon over the re
maining life of the maturing security (e.g., 5 
years in the case o f a hypothetical issue matur
ing in 1965) would be offset by a lower coupon 
for the remaining years of the new security 
(e.g., the five years following 1965 in this par
ticular case) than would have to be paid now 
to sell a new security at a comparable maturity.

43. Finally, keeping present holders of Treas
ury securities as investors in the years ahead is 
an important task for the Treasury in manag
ing the debt. Advance refunding makes a 
major contribution toward this goal; specifi
cally, it greatly improves the Treasury’s chances 
o f retaining its long-term customers, who in 
recent years have been liquidating Treasury 
securities, as they move toward maturity, and 
reinvesting in non-Treasury securities. The
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use of advance refunding recognizes tlie pref
erence of each class of investors for securities 
o f suitable maturity. Thus a principal merit 
of advance refunding is that it enables a long
term holder whose bond is shortening in ma
turity an opportunity to extend before the ma
turity shortens to the point where he decides 
to sell. In effect, it enables the Treasury to 
keep typical long bondholders in long bonds 
and typical intermediate holders in inter
mediates.
Advance  refunding and the statutory 4 %  percent 

interest limitation

44. Advance refunding is the least costly 
method for the Treasury to retain its customers 
and to achieve a significant extension of the 
debt. Achieving these twin objectives involves 
some cost, however, and in setting the terms of 
an advance refunding the Treasury must con
sider whether the cost involved would in any 
way conflict with the 4% percent interest rate 
ceiling established by Congress on Government 
bonds (the only obligations the Treasury can 
issue maturing in more than 5 years).4 Until 
recently, in fact, the existence o f the ceiling pre
cluded any attempt to undertake an advance 
refunding involving a new issue of Government 
bonds since the maximum return of 4% per
cent the Treasury could have offered was below 
market rates.

45. In relating the interest rate ceiling to ad
vance refunding it is obvious that the coupon 
rate on the new security does not represent the 
true interest cost to the Treasury of obtaining 
the debt extension. To consider only the 
coupon cost ignores the fact that the Treasury 
could allow the existing lower coupon security 
to remain outstanding for whatever number of 
years remain to maturity under the terms of 
the original contract with the investor. On the 
other hand, the coupon that could be placed on 
an advance refunding, say for 10 years, would 
normally be substantially below the 10-year

4 This interest rate limitation was established by 
Congress in 1918, in connection with a particular 
financing operation of World War I. Except for the 
years 1919-22, it did not restrict Treasury debt 
management until 1959, when the cost of long-term 
borrowing rose above 4*4 percent in response to strong 
pressures of demand in credit markets. The net ef
fect of the interest rate ceiling, during most of 1959 
and the first half of 1960, was to force the Treasury 
to rely almost exclusively on new issues of Treasury 
bills, certificates, and notes, which mature in five years 
or less and on which no interest rate ceiling exists.

market rate either on outstanding bonds or new 
issues.

46. The following is a simple illustration— 
again purely hypothetical—of the dollar cost to 
the Treasury o f a 10-year, 31/4 percent bond 
offered to holders of a 21/2 percent bond matur
ing in 5 years. Over 10 years the Treasury 
would pay out in interest $325 per $1,000 bond 
at 314 percent per annum. On the other hand, 
if the 2i/2s were allowed to run to maturity and 
then refunded after 5 years, the Treasury would 
pay out only $125 on the 2i/oS for the first 5 
years. The Treasury could, therefore, offer a 
5-year bond at the maturity of the 2i/2s and pay 
out $200 in interest without exceeding the total 
interest paid out on a 10-year 31/4 percent bond 
offered in exchange for the 5-year 2V2 percent 
issue. This would be equivalent to selling a 
4 percent, 5-year obligation to refund the 21/̂ s 
at maturity. This 4 percent rate, ignoring com
pound interest, would be the cost of the 5-year 
extension to the Treasury.

47. This example is oversimplified, however, 
since the additional coupon cost to the Treasury 
takes place in the first 5 years while the saving 
in coupon does not take place until the next 
5-year period. I f  interest is compounded semi
annually (at 4 percent per annum) the cost to 
the Treasury of the 5-year extension in advance 
is 4.16 percent rather than the 4 percent cost in 
the simplified illustration. It is this derived 
interest cost of 4.16 percent that the Treasury 
would have to take into account in determining 
whether or not an advance refunding issue 
would be within the 414 percent interest rate 
ceiling.

48. It should be further emphasized that this 
interest cost to the Treasury results only from 
the fact that the Treasury could have allowed 
the old issue to continue to maturity. In that 
sense it is a derived cost computed only to 
determine whether the advance refunding com
plies with the intent of the legal interest limita
tion. The cost o f refunding 5 years from 
now cannot, of course, be determined in advance. 
I f  the cost of refunding in 5 years should turn 
out to be greater than the derived cost o f ad
vance refunding, the Treasury would have made 
a real saving in interest costs by undertaking 
an advance refunding. On the other hand, if 
market interest rates 5 years from now- are 
lower, then the additional dollar cost to the 
Treasury would be greater than if no advance 
refunding had been undertaken.

49. To illustrate these calculations graphi
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cally, Chart 3 shows the true cost of an extension 
of a 21/2 percent, 5-year bond into a 314 percent, 
10-year bond. The left-hand block shows the 
additional cost to the Treasury of the 3%  per
cent coupon over the 2y2 percent coupon for the 
5 years to maturity. The right-hand block 
shows the true cost o f the extension to the Treas
ury, i.e., 4.16 percent, which is simply the coupon 
rate (including compounding) which, if aver
aged with the 21/2 percent return on the security 
being refunded (for the 5 years to maturity), 
equals the 314 percent return the Treasury is 
offering on the new security for the 10-year 
period. The right-hand block also shows the 
saving to the Treasury in the extension period 
in terms of the coupon cost on the new issue 
relative to either the derived cost of extension 
or a 4 percent market yield (assuming that the 
market yield curve in the 10-year area is 4 
percent).

50. Finally, it may be noted that regardless 
o f the actual level of market yields, alternative 
use of cash offerings (or refundings at matu
rity) to extend an equal amount of debt would 
exert upward pressure on yields. To obtain a 
substantial amount o f debt extension, the cou
pon rate on such issues would have to be con
siderably higher than the market yield prior 
to announcement—how much above depending 
upon the size of the offering. On the other 
hand, if  the amount offered were limited to 
avoid market impact, then a cash financing be
comes relatively more “ costly” in the broader 
context of a lesser achievement in attaining a 
better debt structure. Also, it is more “ costly” 
from a broader economic standpoint, particu
larly during any recession when interest rates 
are low, to turn to cash offerings or refundings 
at maturity which absorb new savings that 
otherwise could contribute to economic recovery.

Chart 3

. ADVANCE REFUNDING OF A .
HYPOTHETICAL 5-YEAR 2/2%  INTO A 10-YEAR 3 '4%  BOND* *

Relationship of New and Old Bond Coupon Rates and Cost of Extension
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* Rounded from 4.1642%.
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E. Concluding Comment

51. The advance refunding technique offers 
much promise in terms of the achievement of a 
better maturity structure o f the marketable pub
lic debt and the retention o f the present long
term holders as investors in Government securi
ties. It is not a panacea for all the problems of 
debt management under all circumstances, since 
it is chiefly applicable when large outstanding 
issues are selling at substantial discounts and in 
a market in which there is willingness on the 
part o f investors to extend the maturity. It is 
clearly the best method of bringing about sig
nificant debt lengthening, so essential in the

light of the unbalanced debt structure, and at 
the same time retaining intermediate and long
term investors in Government securities. It 
would accomplish this with a minimum of ad
verse market and economic effects. Alter
natively, the Treasury could offer long-term 
bonds for cash or in exchange for maturing is
sues o f Government securities. While both of 
these other techniques may be useful under cer
tain circumstances, advance refunding has great 
promise at the present time as a way o f imple
menting sound debt management policy as an 
integral part of Federal financial responsibility.
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